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Disclaimer

This publication is intended to be used solely for educational purposes. The materials contained herein are not legal or accounting advice and should not be 
construed as such. Consult your professional legal or tax advisors for your specific tax situation. Pursuant to the Internal Revenue Service Circular 230 rules, any 
U.S. Federal tax advice contained here is not intended or written to be used for the purpose of avoiding penalties under Federal tax law, or promoting, market-
ing, or recommending to another party any transaction or matter addressed herein.

The U.S. Department of Agriculture (USDA) prohibits discrimination in all its programs and activities on the basis of race, color, national origin, age, disability, 
and where applicable, sex, marital status, familial status, parental status, religion, sexual orientation, genetic information, political beliefs, reprisal, or because 
all or a part of an individual’s income is derived from any public assistance program. (Not all prohibited bases apply to all programs.) Persons with disabilities 
who require alternative means for communication of program information (Braille, large print, audiotape, etc.) should contact USDA’s TARGET Center at (202) 
720–2600 (voice and TDD). To file a complaint of discrimination write to USDA, Director, Office of Civil Rights, 1400 Independence Avenue, S.W., Washing-
ton, D.C. 20250–9410 or call (800) 795–3272 (voice) or (202) 720–6382 (TDD). USDA is an equal opportunity provider and employer.
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Capital Asset and Cost Recovery

Identifying Types of Forest Activity

The basis of purchased timber is its purchase cost.

Documenting the timber basis is beneficial because it  
(1) reduces timber sale proceeds and, thus, reduces your  
taxes on timber sale; (2) enables you to claim loss de- 
duction if your timber is lost, damaged, or destroyed by 
casualty, theft, or condemnation; and (3) allows you to 
recover the costs of reforestation that you may incur.

The cost of woodland purchase should be allocated among 
the capital assets acquired, such as land, timber, and 
other property, based on its relative share of their FMV.

The best time to establish the original basis of your 
timber is at the time of acquisition because the timber 
volume and value may be readily available then. Ret-
roactively determining timber basis may be acceptable, 
but the cost of doing so should be weighed against any 
potential tax savings.

Qualifying for the Best Tax Treatments

The basis of purchased timber includes the purchase 
price of the timber and other acquisition costs, such as 
legal fees, accounting fees, title search, and consulting 
forester’s fees.

Document your timber basis in premerchantable timber 
and merchantable timber categories (such as sawtimber, 
pulpwood). Include both timber volume and value in the 
basis.

The original basis of timber may change over time 
through adjustments, such as a new purchase, timber 
growth, timber loss, or sale. The adjusted basis of timber 
is used to determine the gains or losses of timber sale, 
casualty, theft loss of timber, or condemnation.

Reporting and Tax Forms

Document and report the original basis of timber on 
Form T (Timber), Forest Activities Schedule, Part I.  
If you are not required to file Form T, you should keep 
it as part of your records (see page 25). Subsequent 
adjustments to timber basis, such as timber growth and 
recovery of basis from timber sale, are made in Part II 
of Form T.

The tract of woodland next to your property was 
appraised at $40,000 ($10,000 for the land itself and 
$30,000 for 3,000 cords of pulpwood timber on it). 
You purchased it for a total of $38,000. The seller gave  
you a $2,000 discount because you paid in full by cash.  
You spent $200 for a title search and $800 for a con- 
sulting forester’s fees. Your total cost was 39,000 
($38,000 + $200 + $800), which should be allocated 
between land and pulpwood timber in proportion to 
their FMV.

The land’s basis is $9,750 ($39,000 x $10,000/$40,000)  
and the pulpwood’s basis is $29,250 ($39,000 x 
$30,000/$40,000).

Example

Timber Basis

Basis of Purchased Timber
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Timber Basis

Identifying Types of Forest Activity

The basis of inherited timber is the FMV of the timber 
on the date of the decedent’s death (stepped-up basis) or 
the value on the alternate valuation date (6 months after 
the date of death).

As another option for 2010 decedents, an election 
enables a limited stepped-up basis, but the estate tax is 
eliminated entirely, regardless of the size of the estate. 
Such a limit is $3 million if passed to a spouse, plus an 
additional $1.3 million if passed to any other heirs.

The basis of an inherited property under the special use 
valuation (of Section 2032A) is the value under such 
method.

Your basis of land, timber, and other capital assets must 
be separately established.

See page 12 for retroactive determination of timber 
basis and the advantage of establishing basis.

Basis of Inherited Timber

Qualifying for the Best Tax Treatments

Establishing timber basis requires a determination of the 
timber volume and value on the date of the decedent’s 
death.

The basis is set up by timber account (or block, typically 
by large commercial landowners): for example, an area 
within geographic boundaries, political boundaries, or 
management units. Keep track of timber volume as part 
of the timber basis.

Retain records to verify your timber basis computations.

Reporting and Tax Forms

Document the original basis of timber on Form T 
(Timber), Forest Activities Schedule, Part I. If you are 
not required to file Form T, prepare and keep it as part 
of your records (see page 25). Subsequent adjustments 
to timber basis, such as timber growth and recovery of 
basis from timber sale, are made on Form T, Part II.

For 2010 decedents, the estate must have elected on 
Form 8939 by January 17, 2012, to use the limited 
stepped-up basis (this option avoids the estate tax 
entirely).

On June 2, 1998, you inherited the woodland that has been kept in the family for generations. In 2012, you had a timber 
sale. Your tax preparer asked for your timber’s adjusted basis to file your tax return.

You did not establish the timber basis at the time of inheritance. But, your forester was able to provide a professional 
report that established the timber volume and FMV on the date of the decedent’s death: 800 cords of pulpwood at 
$15 per cord. So your timber basis is $12,000 ($15 x 800 cords). Properly setting up timber basis saves taxes from the 
timber sales.

Example

Capital Asset and Cost Recovery

See IRS Publication 4895, Tax Treatment of Property Acquired 
From a Decedent Dying in 2010.
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Identifying Types of Forest Activity

If the FMV of the timber at the time of the gift is equal 
to or more than the donor’s adjusted basis, your timber 
basis is the donor’s adjusted basis. Gift taxes paid by the 
donor may increase your basis by all or a portion of it, 
depending on the date of the gift.

If the timber’s FMV at the time of the gift is less than 
the donor’s adjusted basis, your basis is (1) the donor’s 
adjusted basis for figuring gain when you later dispose 
of it or (2) the FMV on the date of the gift for figuring 
loss from the sale. You may have neither a gain nor loss 
from sale of gifted timber if you sell for more than the 
FMV but not for more than the donor’s adjusted basis.

See the benefits of establishing basis on page 12. Also 
see the explanation of retroactive determination of 
timber basis on page 12.

Qualifying for the Best Tax Treatments

To determine the basis of gifted timber, you need to 
know the donor’s basis, the FMV at the time of the gift, 
and the amount of gift taxes paid, if any.

Establishing the original basis of timber at the time of 
gift saves time and money because timber value and 
volume information may be readily available.

Reporting and Tax Forms

Document and report the original basis of timber on 
Form T (Timber), Forest Activities Schedule, Part I. If 
you are not required to file Form T, you should keep it 
as part of your records (see page 25).

Subsequent adjustments to timber basis, such as timber 
growth and recovery of basis from timber sale, are made 
on Form T, Part II.

In 1999, your father transferred title to you, as a gift, of a 49.5-acre woodland that had timber with an FMV of $16,000. 
His timber basis was $2,000.

Because the FMV of timber of $16,000 is more than your father’s adjusted basis of $2,000, your original basis for the 
timber was $2,000, the donor’s basis.

Example

Timber Basis

Basis of Timber Received as a Gift
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